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LATIN AMERICA AND THE OIL DEFICIT:
THE LONG-TERM BALANCE OF PAYMENTS ADJUSTMENT PROCESS
SUMMARY AND CONCLUSIONS
1. The problem of financing the o il deficit is a matter of deep concern 
for most countries of the world. However, the recent increase in 
o il prices is only one of the change elements that characterizes the 
world economy in the present decade. Widespread inflation and the 
in stability  of the international monetary system are also important 
elements at the present time.
2. The long-term adjustment process to correct this situation has to be 
viewed from the standpoint of the external sector as a whole. The 
approach that emphasizes the transfer of short-term funds among 
countries is useful, but it  is  unilateral and incomplete. For the 
world as a whole, the adjustment process related to the o i l  deficit  
requires an orderly transitional period in which- while the import 
capacity of goods and services of the surplus countries ( i .e .  the o il  
exporting countries) increases, this group of countries w ill be
in a position to transfer resources and have available to them 
attractive and safe investment opportunities in the d efic it countries. 
From the viewpoint of the deficit countries, the adjustment process 
needs to take place in the same orderly fashion, but in reverse.
F irst, they would have to resort to the international capital markets 
in order to finance the higher external payments; this would be fo l­
lowed later by a gradual expansion of their exports of goods and 
services to the surplus countries.
Eventually, a new basic equilibrium satisfactory to both groups of 
countries would be achieved.
3. In actual practice, this process is not as easy as i t  appears in 
theory. It is now clear that as the financial world begins to bear 
the fu ll impact of this massive adjustment process in the course of 
1974, a serious imbalance has developed in the financial markets, 
which manifests it s e lf  in an excess supply of short-term funds, and 
a relative scarcity of medium and long-term funds. This situation  
is further complicated by the prevailing high inflation rates, but 
even after this problem is partially or tota lly  eliminated, there 
would be s t i l l  other potential sources of disequilibrium which might 
threaten the world economy.
4. As far as the o il  deficit is concerned, the situation of Latin America 
is  more favorable than that of other developing regions; however, 
several countries w ill confront serious d iffic u ltie s  in the adjust­
ment process. In this connection, the announcement made by Venezuela 
of her willingness to cooperate with other Latin American countries
is a compensatory factor of great importance.
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Perhaps as important as the aforementioned situation would be the 
impact on regional trade and financial flows resulting from the 
extraordinary increase of foreign exchange going to Venezuela 
and, to a lesser extent, to Ecuador, Bolivia and Trinidad and Tobago. 
Nowhere is this clearer than in the case of the Andean Group, not 
only because of the expanded market represented by these countries, 
but also because of the new investment opportunities in the area.
5. The possibilities that Latin America may obtain in the near future 
additional financing from traditional sources are not great. As far 
as the access to surplus funds from non-Latin American oil exporting 
countries is concerned, the possibilities will depend on three main 
factors: first, the investment policies of such countries regarding 
their surplus funds; second, the policies of the Latin American 
countries designed to attract these funds; third, the efficacy of 
the financial mechanisms and instruments through which this resource 
transfer can be achieved.
6. The measures of a financial nature will not be a cure-all in the 
adjustment process. In the long-run it is indispensable that Latin 
America be in a position to generate additional export earnings to 
cover the higher cost of oil imports. This is so because there are 
not many opportunities to expand import substitution within the region. 
Also, if and when the Latin American countries can obtain adequate 
financing during the initial phase of the adjustment process, the ex­
ternal payments related to these new borrowings may become a heavy 
burden on the balance of payments unless exports are stepped up.
7. The long-term adjustment process of the Latin American balance of 
payments will depend to a certain extent on the energy policies
to be adopted in each of the countries, as well as on the cooperation 
and coordination among themselves for the development of existing 
energy resources.
I I . INTRODUCTION
Following the increase in oil prices effective January 1, 1974, the 
problem of financing the deficits of the countries which are net oil 
importers became, not without reason, a matter of world concern. As 
was natural, financial measures to ease the balance of payments position 
of the deficit countries received most attention, because when faced with 
a quadrupling of the cost of oil imports compared to 1973, the first 
reaction of the countries was understandably to seek external funds to 
finance the higher payments required.
The mobilization of additional external resources is a fundamental aspect 
of the adjustment process, because without additional external aid this 
process would be too drastic in many cases. This is why the attitude of 
countries such as Venezuela which have offered various forms of financial 
cooperation to other countries of the region, through both bilateral and 
and multilateral channels, has been most significant in the Latin American 
context.
-  3 -
In the lon ger  term, however, the s t r u c t u r a l  adjustments to  compensate 
f o r  the e f f e c t  o f  the o i l  c r i s i s  w i l l  c a l l  f o r  an ab sorp t ion  o f  the 
h igher p r i c e s  by the variou s  s e c to r s  o f  the economy w h ile ,  at the 
same tim e, m aintaining an adequate e q u il ib r iu m  in  the e x te rn a l  s e c t o r  
as a whole. This i s  the approach that co u n tr ie s  must adopt in  form ulat­
ing and implementing measures and p o l i c i e s  to  f a c i l i t a t e  the adjustment 
o f  t h e i r  economies to  the new s i t u a t io n .
The purpose o f  th is  document i s  to  examine, in  the l i g h t  o f  recen t  
ev e n ts ,  c e r t a in  a spects  o f  th is  p ro c e ss  and the p rosp ec ts  regarding 
the eq u il ib r iu m  o f  the e x te rn a l  s e c t o r  o f  the Latin  American c o u n tr ie s .
There i s  one p o in t  which should be p a r t i c u la r ly  noted in  th is  con n ect ion . 
Although th is  document re v o lv e s  around what i s  known as the " o i l  c r i s i s " ,  
th is  i s  not the on ly  problem o f  e x te rn a l  o r i g in  which the economic 
p o l i c y  o f  the L atin  American co u n tr ie s  and, t h e r e fo r e ,  the co u n tr ie s  
o f  the w orld , p re se n t ly  have to  f a c e .  The o i l  c r i s i s  has to  be con sidered  
in  the con tex t  o f  the e n t i r e  world  economy in  th is  decade, which began 
with symptoms o f  a s e r io u s  d is e q u il ib r iu m  — evidenced  b y ,  among o th e rs ,  
h ig h ly  s i g n i f i c a n t  m a n ife s ta t io n s ,  the d é s in té g ra t io n  o f  the B retton  Woods 
monetary system—  which are having fa r  reach ing e f f e c t s  on the fu r th er  
economic development o f  the c o u n t r ie s ,  but whose f i n a l  r e s u l t s  are s t i l l  
in  an e v o lu t io n a ry  p r o c e s s .  The " o i l  c r i s i s "  i s  ju s t  one fu r th er  
element in  th is  p rocess  o f  change.
As a consequence, the adjustment o f  the e x te rn a l  s e c t o r  o f  the Latin  
American economies in  the years ahead must take as a frame o f  r e f e r e n c e ,  
the e n t i r e  range o f  these changes and not ju s t  the in d iv id u a l  element 
o f  the new o i l  p r i c e .
I I I .  NATURE OF THE EXTERNAL SECTOR ADJUSTMENT PROCESS
The bulk  o f  the recen t  s tu d ie s  on the measures to  be taken by the co u n tr ie s  
to  cope with the o i l  c r i s i s  has p la ced  s p e c ia l  emphasis on mechanisms 
by which the a d d it io n a l  f o r e ig n  exchange earnings o f  the o i l  ex p ort in g  
co u n tr ie s  can be re c y c le d  through the c a p i t a l  markets and other  
mechanisms to  p rov id e  f in a n c in g  f o r  the d e f i c i t  c o u n tr ie s .
This approach i s  u s e fu l ,  but i t  i s  a lso  u n i la t e r a l  and in com plete .  From 
both the p o in t  o f  view o f  the co u n tr ie s  with balance  o f  payments surp luses  
— the o i l  e x p o r te r s — and from that o f  the d e f i c i t  co u n tr ie s  — the net o i l  
im porters—  the problems ra ise d  by the balance  o f  payments adjustment 
p rocess  are much more complex. As the volume o f  re sou rces  in v o lv ed  i s  
unprecedented, i t  would be out o f  the q u est ion  to  expect  that over the 
medium term the o i l  e x p ort in g  co u n tr ie s  w i l l  be ab le  to  absorb in to  t h e ir  
econom ies, in  terms o f  r e a l  r e s o u r c e s ,  the a d d i t io n a l  f o r e ig n  exchange 
earnings f low in g  in to  them. The most o p t im is t i c  est im ates  co n s id e r  that 
no more than 20 per  cent o f  these ea rn in gs ,  which would be the eq u iva len t  
o f  US$10-15 b i l l i o n ,  cou ld  be absorbed by im ports o f  goods and s e r v ic e s  
in  1974.
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This would lea ve  in  1974 alone, a balance o f  US$54 b i l l i o n  which would 
have to  be r e c y c le d  in  one way or another in  order  to  avoid  a se r io u s  
d i s l o c a t i o n  o f  in te r n a t io n a l  trade and f in a n ce .  C onsidering  the amounts 
that w i l l  accumulate year a f t e r  year ,  the t o t a l s  assume alarming 
p ro p o r t io n s  which cou ld  je o p a r d iz e  the s t a b i l i t y  o f  the f in a n c ia l  system 
and, t h e r e f o r e ,  the world economy.
I t  must be s tre s s e d  that t h is  would not be a s ta te  o f  a f f a i r s  that 
would b e n e f i t  the o i l  exp ort in g  c o u n tr ie s .  I t  i s  in  the in t e r e s t  o f  
th ese  co u n tr ie s  that the w o r ld 's  ba lance  o f  payments adjustment be an 
o r d e r ly  p rocess  in  which, as t h e i r  c a p a c ity  f o r  im porting goods and 
s e r v i c e s  in c r e a s e s ,  they may t r a n s fe r  resou rces  and have a v a i la b le  to  
them a t t r a c t i v e  and secure o p p o r tu n it ie s  f o r  in v e s t in g  t h e i r  surplus funds 
on terms and co n d it io n s  that are in  l i n e  with the requirements and 
a b s o r p t iv e  ca p a c ity  o f  the d e f i c i t  c o u n tr ie s .  A l l  th is  w ith in  a p rocess  
that makes i t  p o s s ib le  to  maintain a r e l a t i v e  eq u il ib r iu m  between trade 
and f in a n c ia l  f lo w s .
From the v iew point  o f  the d e f i c i t  countries , the adjustment p rocess  needs 
to  take p la ce  in  the same o r d e r ly  fa s h io n ,  but in  r e v e r s e .  To begin  
w ith , these  co u n tr ie s  w i l l  not be a b le  to  immediately f in a n ce  t h e ir  
ba lan ce  o f  payments d e f i c i t s  with a d d it io n a l  e x p o rts ,  or by a sharp 
cutback  in  t h e ir  im ports ; they w i l l  in stead  have to  turn to  the c a p i t a l  
markets in  search  o f  s h o r t ,  medium and long-term  funds t a i l o r e d  to  the 
requirem ents o f  t h e i r  p a r t i c u la r  adjustment p r o c e s s e s .  This cou ld  be 
fo l lo w e d  by a gradual expansion o f  t h e i r  exports  o f  goods and s e r v ic e s  
to  the surp lus c o u n tr ie s .  U lt im a te ly ,  a new b a s ic  eq u ilib r iu m  s a t i s f a c t o r y  
to  both  groups o f  co u n tr ie s  w i l l  be a ch ieved .
A "dynamic" balance  o f  payments e q u ilib r iu m  at world l e v e l  c a l l s  f o r  an 
o r d e r ly  beh av ior  on the part  o f  the d i f f e r e n t  co u n tr ie s  throughout the 
adjustment p r o c e s s .  However, th is  i s  not a s u f f i c i e n t  requirem ent. 
F in a n c ia l  mechanisms and instruments to  f a c i l i t a t e  th is  p rocess  are 
a ls o  needed.
In a c tu a l  p r a c t i c e ,  t h is  p rocess  i s  not as easy as i t  appears in  th eory .
I t  i s  now c le a r  that a s , i n  the cou rse  o f  1974, the f in a n c ia l  world begins 
to  bear the f u l l  impact o f  t h is  massive adjustment p rocess  w h ile  the world 
i s  fa c in g  at the same time oth er  major problems (e s p e c ia l ly  world in f l a t io n )*  
the e f f e c t s  o f  a se r io u s  f in a n c ia l  d is e q u il ib r iu m  are a lready  making 
themselves f e l t .  This d is e q u il ib r iu m  i s  apparent, p a r t i c u l a r l y ,  in  the 
e x cess  supply o f  sh ort -term  funds, and the r e l a t i v e  s c a r c i t y  o f  medium 
and lon g -term  funds.
Some exp erts  b e l ie v e  that th is  in ba lan ce  cannot be c o r r e c te d  u n t i l  world 
i n f l a t i o n  i s  not s i g n i f i c a n t l y  reduced. This i s  on ly  p a r t i a l l y  t r u e ,  s in c e  
even i f  s a t i s f a c t o r y  progress  i s  made in  the f i g h t  aga in st  i n f l a t i o n ,  there  
w i l l  s t i l l  be two p o t e n t ia l  sources  o f  d is e q u il ib r iu m . The f i r s t  i s  that 
under normal monetary c o n d i t io n s ,  excess  funds from surplus c o u n tr ie s  would 
tend to  f lo w  mainly to c o u n tr ie s  with a s tron g  ba lan ce  o f  payments ra th er  
than to  th ose  with weak cu rre n c ie s  and r e a l  f in a n c ia l  problems.
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The other p o t e n t ia l  source  o f  d is e q u il ib r iu m  i s  that some o f  the 
co u n tr ie s  most s e r io u s ly  a f f e c t e d  by the o i l  c r i s i s  might f e e l  tempted, 
or even fo r c e d ,  in  extreme ca s e s ,  to  apply import r e s t r a in s ,  w hile  
at the same time t ry in g  to  expand e x p o r ts .  I t  i s  obvious that th is  
type o f  p o l i c y  i f  a pp lied  by se v e ra l  co u n tr ie s  would not co n tr ib u te  to 
re s t o r e  equilibrium , but rather, to  worsen d is e q u il ib r iu m  c o n d i t io n s .
This i s ,  in  b r i e f ,  the nature o f  the problem which most co u n tr ie s  o f  the 
w orld , and th e r e fo r ^  the L atin  American c o u n tr ie s ,  have to  come to  g r ip s  
w ith . In o ther  words, the long-term  adjustment p rocess  o f  the ex tern a l  
s e c t o r  o f  the L atin  American co u n tr ie s  must be approached from the angle 
o f  t h e ir  balance o f  payments as a whole, i . e .  by taking in to  c o n s id e r a t io n  
both the current account and the c a p i t a l  account.
Since the ex tern a l  s e c t o r  has t r a d i t i o n a l l y  been one o f  the b o t t le n e c k s  in  
L atin  A m erica 's  development programs, and ex tern a l  f in a n c in g  has played 
a r o l e  o f  s t r a t e g i c  importance f o r  many co u n tr ie s  in  the p a s t ,  t h is  i s  an 
aspect  o f  h igh ly  c r i t i c a l  in t e r e s t  f o r  the r e g io n .  The much h igher co s t  
o f  o i l  has added a new dimension to  th is  o ld  problem.
IV. THE MAGNITUDE OF THE OIL DEFICIT
The s ta r t in g  p o in t  f o r  form ulating  adjustment p o l i c i e s  must,, o f  course , be 
to  determine the magnitude o f  the o i l  d e f i c i t  in  r e la t i o n  to  an app rop r ia te  
index . The three c h i e f  indexes could  be the f o l l o w in g :
i .  The degree o f  s e l f - s u f f i c i e n c y  in  o i l  and o i l  p rod u cts .
i i .  The r a t i o  o f  the o i l  and o i l  d e r iv a t iv e s  d e f i c i t  to  t o t a l  im ports .
i i i .  The r a t i o  o f  that d e f i c i t  in  r e la t i o n  to  a c o u n tr y 's  in te r n a t io n a l  
monetary re s e r v e s .
With regard to  the f i r s t  item, the r e l a t i v e l y  dynamic p ic tu r e  presented by 
o i l  p rod u ct ion  as against consumption must be borne in  mind. This i s  
c l e a r ly  i l l u s t r a t e d  by comparing the f ig u r e s  o f  1970 and 1973 shown in  
Table 1. In the short  p er iod  that has e lapsed  s in c e  that y e a r ,th e  fo l lo w in g  
important changes have a lready  taken p la c e :
a. Mexico and Argentina have switched from a s l i g h t  surplus s i t u a t io n  
to  one o f  d e f i c i t ;
b .  Venezuela, Colombia and Trinidad and Tobago decreased t h e ir  p o s i t i o n  
as net e x p o r te r s ;
c .  Ecuador has passed from a d e f i c i t  s i t u a t io n  in to  one o f  c o n s id e ra b le  
surplus j
d. B r a z i l ,  Peru and C hile  have increased  t h e ir  ex tern a l dependency 
f o r  the supply o f  t h e ir  o i l  requirements; and
e. The share o f  the dom estic p rod u ct ion  in  r e la t i o n  to  t o t a l  consumption 
has diminished co n s id e r a b ly  in  the r e g io n a l  co u n tr ie s  as a whole,
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The fo r e g o in g  can undoubtedly be p r o je c t e d  in to  the fu tu re  and i s  o f  
obv ious s i g n i f i c a n c e  in  the a n a ly s is  o f  the adjustment p r o c e s s .  For 
in s ta n ce ,  i t  i s  known that Mexico c u r re n t ly  has a program underway 
f o r  expanding o i l  p rod u ct ion ;  Peru i s  s h o r t ly  to  s t a r t  work on an o i l  
p ip e l in e  to  e x p lo i t e  r e c e n t ly  i d e n t i f i e d  o i l  re serv es  which can transform  
the country  in to  a net ex p orter  in  a short  p er iod  o f  time 1 / ,  and 
Argentina p ossesses  rese rv e s  which would enable i t ,  t o o ,  to  s u b s ta n t ia l ly  
b oos t  i t s  p rod u ct ion .  These are a l l  f a c t o r s  which must be taken in to  
account in  p r o j e c t in g  the adjustment p r o c e s s ,  s in ce  the o i l  d e f i c i t  i s  
by no means a s t a t i c  s i t u a t i o n ,  e i t h e r  from the v iew poin t o f  o i l  produc­
t i o n  i t s e l f  or from that o f  development o f  o ther  energy sources  such 
as c o a l  and h y d r o e le c t r i c  re so u r ce s .
Table 2 shows the r a t i o  o f  o i l  imports to  the c o u n t r ie s '  t o t a l  imports in 
1972 and 1973, b e fo r e  the s u b s ta n t ia l  in cr e a se  in  o i l  p r i c e s  r e g is t e r e d  
in  the e a r ly  months o f  1974. Roughly speaking, the o i l  f ig u r e  i s  now fo u r  
times la r g e r  in  r e la t i o n  to  the t o t a l ,  which means that f o r  the d e f i c i t  
c o u n tr ie s  o f  Latin  America as a whole the c o s t  o f  o i l  imports may amount 
to  some 20 per cent o f  t o t a l  im ports . However, th is  percentage i s  not a 
good enough measure o f  the problem in  a dynamic sense . For in s ta n ce ,  
the p ro p o r t io n  f o r  Uruguay cou ld  run as high as 30 per ce n t ,  and f o r  
B r a z i l  i t  cou ld  be 35 per cent; but co n s id e r in g  economic p ro sp e c ts  in  the 
two c o u n tr ie s  the problem a cq u ires  q u ite  a d i f f e r e n t  dimension: w h ile  f o r
B r a z i l  i t  might not pose major d i f f i c u l t i e s  at the medium term, f o r  Uruguay 
i t  might in v o lv e  a much more acute problem in  the lon g -ru n .
Table 3 shows the estim ated a d d it io n a l  c o s t  o f  Latin  American o i l  imports 
in  1974, compared w ith  g ross  in te r n a t io n a l  reserv es  as o f  the end o f  
1973, Using t h is  index a lo n e ,  the s i t u a t io n  seems t o l e r a b le  in  the short 
term f o r  some co u n tr ie s  such as B r a z i l ,  A rgentina , M exico, N icaragua,
Panama and Peru, f o r  a l l  o f  which the a d d i t io n a l  c o s t  o f  o i l  rep resen ts  
l e s s  than 25 per cent o f  t h e i r  g ross  rese rv e s  as o f  the end o f  1973. 
However, the p i c t u r e  i s  fundamentally d i f f e r e n t  f o r  co u n tr ie s  such as 
C h i le ,  Honduras, Jamaica, El Salvador and Costa R ica ,  p a r t i c u la r ly  i f  
t h e i r  e x te rn a l  debts  are  taken in to  c o n s id e r a t io n .  For a l l  these  co u n tr ie s  
the d e f i c i t  rep resen ts  a very  h igh percentage  o f  t h e i r  in te r n a t io n a l  
monetary rese rv e s  as o f  the end o f  1973. This i s  most important s in ce  
the monetary rese rv e s  c o n s t i t u t e  the f i r s t  l i n e  o f  de fense  in  the a d ju s t ­
ment p r o c e s s .  Once the f i r s t  l i n e  i s  exhausted, an immediate need to  
ob ta in  a d d i t io n a l  re sou rces  from abroad a r i s e s .
This trend has to  be evaluated co n s id e r in g  the degree o f  p a r t i c ip a t i o n  
o f  petroleum  and i t s  d e r iv a t iv e s  in  the t o t a l  energy consumption in each 
o f  the c o u n t r ie s .  As can be observed in  Table 4, in  a l l  o f  the co u n tr ie s  
o f  L atin  America, w ith very  few e x c e p t io n s ,  the u t i l i z a t i o n  o f  petroleum  
and i t s  d e r iv a t iv e s  represents a high percentage  o f  the t o t a l  energy 
consumption, e s p e c ia l l y  -̂n A rgentina , C h i le ,  Jamaica, Panama, Peru and 
Uruguay. The comparison o f  these  percen tages  with the aforem entioned 
in d i c a t o r s ,  ev iden ces  the se r io u s  consequences o f  the la rg e  in cre a se  
in  the world  p r i c e s  o f  petroleum .
1J As o f  the end o f  June 1974, p rod u ct ion  at the ra te  o f  70,000 b a r r e ls /d a y  
had been a tta in ed  in  Peru' s eastern  o i l f i e l d  which were on ly  w a it in g  f o r  the
laying of the pipeline.
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The fo r e g o in g  a n a ly s is  has sought to  fo cu s  a t t e n t io n  on the c h ie f  
elements by which the magnitude o f  the o i l  d e f i c i t  can be e s ta b l is h e d ,  
th is  being the b a s is  f o r  programming the adjustment p rocess  o f  the ex te rn a l  
s e c t o r .  The data presented  h ig h l ig h t s  the d iv e r s i t y  o f  s i t u a t io n s  that 
ch a r a c te r iz e  the problem in  each in d iv id u a l  cou n try , which has obvious 
im p lica t io n s  f o r  the adjustment p ro c e s s .
V. RECENT TRENDS IN LATIN AMERICA’ S BALANCE OF PAYMENTS
In order  to  analyze the balance  o f  payments p rosp ec ts  o f  Latin  America 
in  the fa ce  o f  the o i l  c r i s i s ,  i t  i s  necessary  to  examine f i r s t  the 
b ehavior  o f  th is  s e c t o r  o f  the r e g io n a l  economy in  the recen t  p a s t ,  
as a b a s is  f o r  e x t ra p o la t in g  and p r o j e c t in g  some o f  the s t r u c t u r a l  tren ds .
With some e x c e p t io n s ,  the trends observed over the past decade in  the 
r e g i o n 's  co n s o l id a te d  ba lance  o f  payments have been r e l a t i v e l y  fa v o r a b le .  
A ccord ing  to  the f ig u r e s  g iven  in  Table 5, the current account d e f i c i t  
was maintained at a r e l a t i v e l y  low and s t a b le  l e v e l  up to  1967, amounting 
to  US$1.7 b i l l i o n  in  that y ea r ,  as aga in st  US$1.3 b i l l i o n  in  1961. From 
1968 onward, however, as L atin  America in creased  i t s  ra te  o f  growth, the 
current account d e f i c i t  jumped to  US$2.9 b i l l i o n  in  1970 and to  US$4.4 
b i l l i o n  in  1972. In b r i e f ,  these  f ig u r e s  are  the r e s u l t  o f  the fo l l o w in g  
t r e n d s .
F i r s t ,  the d e f i c i t  on the s e r v i c e s  account has grown co n t in u o u s ly ,  r i s in g  
from US$2.2 b i l l i o n  in  1960 to  US$3.9 b i l l i o n  in  1970 and US$5 b i l l i o n  in  
1972. Sec"11̂ ;  the trade  balance  has d isp lay ed  a v a r ia b le  trend that warrants
more d e ta i le d  comments. F o llow ing  f o r  the most part  t r a d i t i o n a l  l in e s  o f  
b eh a v io r ,  t h is  balance  in creased  from a surplus o f  US$9 m i l l i o n  in  1960 to  
a peak o f  US$2.4 b i l l i o n  in  1965; s in c e  then, however, i t  d e c l in e d  gradual­
l y ,  reach ing  a US$180 m i l l i o n  d e f i c i t  in  1971. In 1972 and 1973 the trade 
balance  returned to  a su rp lu s ,  but th is  was p r im a r i ly  due to  e s s e n t ia l l y  
c y c l i c a l  and s p e c u la t iv e  f a c t o r s  connected w ith  the in te r n a t io n a l  com­
modity markets.
I t  proved p o s s ib le  f o r  the current account d e f i c i t  o f  the r e g i o n 's  balance  
o f  payments to  be absorbed w ithout major problem s, mainly by the in f lo w  
o f  c a p i t a l  during the g re a te r  p a rt  o f  the p e r io d  under rev iew , which 
tog e th er  with the in f lo w  o f  sh ort -term  c a p i t a l ,  perm itted  an in crea se  
in  the r e g i o n ’ s in te r n a t io n a l  monetary reserves  from US$2.8 b i l l i o n  in  
1960 to  US$ 4 b i l l i o n  in  1968 and US$5 b i l l i o n  in  1972.
In summary, there  has been a d e t e r io r a t io n  in  the r e g i o n 's  balance o f  
payments current a ccou n t ,  as a r e s u l t  o f  the d e f i c i t s  r e g is t e r e d  in  both  
goods and s e r v i c e s  movements. Long-term c a p i t a l  in f lo w s  have been the 
compensatory fa c t o r  in  the ba lance  o f  payments.
BALANCE OF PAYMENTS PROSPECTS
In the light of the foregoing analysis, what are the prospects for 
maintaining the equilibrium of the region’s balance of payments during 
the adjustment period? Before embarking on an analysis of this problem, 
certain important observations must be made.
The first is that preparing a balance of payments projection on a 
country-'by-country basis in order to try to arrive at a more or less 
satisfactory regional result would be beyond the scope of this paper.
Also, the changing circumstances in today’s world make it impossible to 
draw up projections that would be. reasonably reliable. These circum­
stances include, for instance:
a. the dynamic, though still confused, state of the commodity markets;
b. Worldwide inflation and the uncertainty regarding the prospects 
of the world economy;
c. the instability of the international monetary system and the 
evolutionary approach adopted for international monetary reforms; and
d. the unadequate amount that has been learned up to the present as to the 
policies of the oil exporting countries regarding the disposition
of their foreign exchange surpluses.
The following analysis seeks only to present certain assessments of a 
general nature regarding the possible course of events.
The second observation called for is that, for obvious reasons, this part 
of the analysis relates solely to the countries of the region that are 
net oil importers; in other words, it does not include Venezuela, Ecuador, 
Bolivia, Colombia and Trinidad and Tobago.
Third, it is assumed that the countries’ general objective during the 
adjustment process is mainly to maintain a "dynamic equilibrium" in their 
economies. This must be interpreted to mean keeping a relative equi­
librium in the basic balance of the balance of payments by seeking to 
maintain, at the same time, the rate of economic growth of recent years.
Of course, one might include as a reasonable hypothesis that one of the 
ways of maintaining the equilibrium of the external sector could be the 
reduction of the rate of economic growth; and in certain cases this could 
in fact happen, if appropriate compensatory measures are not adopted.
We have deliberately discarded this as an initial hypothesis since, in 
some cases, the correction of the deficit through contractionary measures 
might tend to worsen the problem.
1. Prospects in the financing field
If the countries of Latin America were able to obtain, in adequate 
volume and at reasonable terms, additional external funds to pay the 
higher cost of oil imports over the coming years, the problem would 
perhaps be much more manageable and the adjustment process would be
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enormously facilitated . This might be possible in some cases, 
but to examine these p o ssib ilities  more thoroughly at the country 
level, a clear distinction would have to be made between private 
and public capital. It  would also be necessary to differentiate  
between the region's traditional sources of capital and possible 
new sources.
Perhaps the prospects are not very favorable with regard to Latin 
America's traditional sources of financing. While these have up to 
the present been able to provide financial resources, both public and 
private, in sufficient volume to maintain the regional balance of 
payments equilibrium, it  is doubtful whether they w ill be able to do 
so in the future, since these sources have algo been affected by the 
o il c r is is , and this situation is  further complicated by inflation  
and the prevailing current instability  of the monetary system.
Under these conditions, the traditional sources would unlikely be 
able to provide more resources and it  would also be doubtful i f ,  in 
global terms, the previous levels of external financing could be 
maintained. As regards o ffic ia l capital this situation would require 
a rationing system in which, quite lo g ica lly , preference would be 
given to the less developed countries. Consequently, the larger and 
more developed countries would have to turn increasingly to private 
and commercial sources, including direct investment.
There is considerable, but not easily quantifiable, potential for 
financing from non-traditional sources: sp ecifically , the o il  exporting
countries. Although some concrete offers have been made, i t  is  not 
presently possible to assess their magnitude regarding the impact in 
the region. The most specific offers have come from Venezuela, which 
has offered various forms of cooperation to the other Latin American 
countries, both through bilateral and m ultilateral channels. This is  
a compensatory factor of fundamental importance for Latin America.
However, perhaps as important as this o ffic ia l offer could be the 
impact which the considerably improved economies of the o il  exporting 
countries of the region might have on other Latin American countries 
with which they maintain close commercial and financial relations.
Here, two aspects must be taken into account: f ir s t , the income or market 
e ffec t, in that the o il exporting countries (Venezuela in particular) 
have greatly increased their external purchasing power. Nowhere is  
this clearer than in the case of the Andean Group, in which the 
enormous resources of Venezuela, plus the much increased ones of 
Ecuador and Bolivia 1 / ,  could have a very considerable influence on 
the economic development of the Group, both as regards market expansion 
and from the angle of the p o ssib ilities  for capitalization of the 
area as a whole. Taking into account the volume of the additional 
resources available to the Latin American o il exporting countries 
(US$7.6 billion /year) compared with the deficit of the o il importing 
countries (somewhat less than US$2.7 b illio n /y ea r), this source could 
certainly be a compensator factor of significant importance.
]J  And Peru as w ell, in a few years.
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Neither should one ignore the resources of the Arab countries.
It is possible that official funds from these sources may be less 
readily available to Latin America than to other developing regions 
of the world which are in even less favorable position — Asia and 
Africa—  but as far as private investments are concerned, including 
direct investments in projects, bond issues, etc., the possibilities 
of financing for Latin America could be more promising, especially 
for the larger and more developed countries which offer more op­
portunities of this nature.
To sum up, while it may be that traditional sources of external 
financing for Latin America might offer in the near future fewer 
possibilities than before, the new sources, especially those located 
in the region, may constitute a quite considerable compensatory factor. 
This possibility, at the same time, depends on two strategic elements: 
first, on the policy of the oil exporting countries regarding employ­
ment of their surplus resources, both in geographic and sectoral terms 
and as regards terms and conditions, and second, on the policy adopted 
by the Latin American countries themselves to attract these resources. 
Finally, and this is most important, the ease with which these trans­
fers of both public and private resources can be effected will depend 
on the efficacy of the financial mechanisms available for the purpose.
One final point should also be noted. The measures of a financial 
nature to facilitate the adjustment process are not a cure-all.
In the middle and long-run, all countries will have to place more or 
less emphasis on increasing their exports of goods and services. This 
is necessary not only because eventually it will be essential to 
generate new export earnings to pay the higher cost of oil, but 
because even if the countries are able to obtain adequate external 
financing during the adjustment period, the service of these capital 
inflows would constitute an additional problem if exports are not 
stepped up.
2. Prospects in the goods and services trade field
Within the possibilities for adjutment through the current account 
items the following three alternatives must be considered:
a. increasing of exports;
b. reduction of imports; and
c. a combination of a and b.
A distinction must also be made between merchandise and services.
As regards the merchandise item, it can be stated that, in general, 
the possibilities of reducing imports are not great in Latin 
America. The trade and industrialization policies which the 
Latin American countries have been pursuing over several decades 
have been oriented mainly to import substitution. This process has now 
reached a stage where a further reduction of imports — which currently 
run at around 12 - 13 per cent of gross domestic product—  would
- l i ­
be d i f f i c u l t  to  ach ieve  w ithout s e r io u s ly  a f f e c t i n g  e s s e n t ia l  imports 
such as raw m a ter ia ls  f o r  industry  ( in c lu d in g  f u e l s ) , food  and c a p i t a l  
goods. This i s  p a r t i c u la r ly  c e r ta in  at t h is  stage  in  which Latin  
America as a whole — with few e x c e p t io n s —  i s  growing r a p id ly .
D esp ite  the o i l  c r i s i s ,  th is  impetus w i l l  probably  be maintained in 
the fu tu r e ,  which cou ld  re q u ire  a fu r th er  in cr e a se  in  imports ra th er  
than a s c a l in g  down.
Consequently, e f f o r t s  to  e l im in ate  the o i l  d e f i c i t  w i l l  have to  be 
o r ie n te d ,  in  most ca s e s ,  more toward in cr e a s in g  exports  than 
s u b s t i tu t in g  im ports . The sooner such e f f o r t s  are g o tten  under way 
the b e t t e r  i t  w i l l  be f o r  the r e g i o n ’ s economy, s in ce  de lay  would 
on ly  mean postponing the s t r u c tu r a l  s o lu t i o n .
The above statement i s  demonstrated by the f ig u r e s  a lready  presented 
in  s e c t i o n  IV o f  th is  document, where i t  i s  po in ted  out that p re ­
c i s e l y  because o f  the h igher ra te s  o f  economic growth o f  the past 
s i x  y e a rs ,  L atin  A m erica 's  imports have been expanding fa s t e r  than 
i t s  e x p o r ts ,  to  the extent that the r e g i o n 's - t r a d in g  account 
surp lus had been p r a c t i c a l l y  e l im in ated  in  1971, and had even 
become a d e f i c i t  by 1 9 7 2 .(See Table 5) This p i c t u r e  would not be 
improved by exc lu d in g  from the r e g io n a l  f ig u r e s  the net o i l  ex­
p o r t in g  co u n tr ie s  (Venezuela, Ecuador, B o l iv ia  and Trin idad and Tobago). 
What i s  more, the r e g i o n 's  imports have been r i s i n g  fa s t e r  than the 
r e g i o n 's  gross  dom estic p rod u ct .  In 1970-72, f o r  example, the 
in crea se  o f  the r e g i o n 's  imports in  r e a l  terms averaged 8 .9  per cent 
per yea r ,  as compared to  5 .8  per cent f o r  exports  and 6 .6  per cent 
f o r  the r e g io n a l  gross  dom estic p rod u ct .  (See Table 6)
The fo r e g o in g  does not mean that the p o s s i b i l i t i e s  f o r  import sub­
s t i t u t i o n  have been exhausted. On the co n tr a r y ,  in  a p rocess  o f  
dynamic growth new o p p o r tu n it ie s  are always generated . What i t  does 
mean i s  that in  view o f  the r e g i o n 's  a lready  low import c o e f f i c i e n t ,  
the margin f o r  fu r th e r  import s u b s t i t u t io n  i s  sm a ller .
This be ing  the p o s i t i o n ,  c o n s id e r a t io n  should be g iven  to  the pos­
s i b i l i t i e s  f o r  expanding the r e g i o n 's  exports  in  the medium term.
The trends in  the past decade to  t h i s  re sp e c t  were not a l l  that 
fa v o r a b le .  For in s ta n ce ,  in  the p er iod  between 1967 and 1970, 
the va lue o f  exports  expressed in  current d o l la r s  in creased  at an 
average o f  8 .6  per cent per annum, but more than h a l f  o f  th is  
in cre a se  was due to  h igher p r i c e s  o f  e x p o rts ,  w h ile  the in cre a se  in  
volume terms was b a r e ly  4 per cent per annum. In the years preced ing  
1967, the in cre a se  in  exports  in  volume terms was even s low er.
The o p p o r tu n it ie s  f o r  the fu tu re  in  t h is  area l i e  in  the type o f  
export-prom otion  programs which have a lready been se t  in  motion in  
some co u n tr ie s  o f  the re g io n .  The B r a z i l ia n ,  Colombian and Mexican 
programs can be mentioned by way o f  example, but o th er  co u n tr ie s  have 
a ls o  in i t i a t e d  s im ila r  programs. One can conclude  that thanks to  i t s  
in d u s t r ia l  base and i t s  endowment o f  na tu ra l r e s o u r c e s ,  L atin  America
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should be a b le  to  have a much more dynamic export s e c t o r ,  but f o r  
th is  aim to  be ach ieved , a g re a te r  e f f o r t  w i l l  be needed than in  the 
p a s t .
As regards the s e r v i c e s  items in  the balance o f  payments, what i s  a lso  
expressed  in  S ect ion  V o f  t h is  document i s  worth re p e a t in g ,  namely 
th a t ,  w h ile  exports  o f  s e r v ic e s  have shown more dynamic behavior  than 
th ose  o f  merchandise, imports o f  s e r v i c e s  have always o u ts tr ip p ed  
them. The r e s u l t  has been a d e f i c i t  which has c o n s i s t e n t ly  in creased  
in  a b so lu te  terms, reach ing around US$5 b i l l i o n  in  1972. In view o f  
th e s e ,p a s t  tren d s ,  a red u ct ion  o f  th is  d e f i c i t  i s  hard to  en v isage .
Summing up, the c o r r e c t i o n  o f  the o i l  d e f i c i t  through the current 
account must r e ly  more on export expansion than on import s u b s t i t u t io n .  
On the o th er  hand, perhaps p ro sp e c ts  f o r  expansion and d i v e r s i f i c a t i o n  
o f  exports  might be b r igh ten  in  the merchandise account than in  the 
s e r v i c e s  s e c t o r .
Going over the long-term  p ro sp e c ts  o f  the balance  o f  payments in 
L atin  America in  the l i g h t  o f  the so c a l l e d  "energy c r i s i s "  i t  would 
be worthwhile m entioning the importance that each o f  the co u n tr ie s  
adopt investment energy p o l i c i e s ,  p rod u ct ion  and p r i c e s  o r ien ted  
towards an e f f i c i e n t  assignment o f  the resou rces  among the v a r iou s  
energy a l t e r n a t iv e s ,  com patib le  with the o r d e r ly  and a c c e le r a te d  
growth o f  the va r iou s  s e c to r s  o f  t h e i r  econom ies. Furthermore, the 
adjustment p rocess  o f  the balance  o f  payments in  Latin  America w i l l  
not on ly  depend on the energy p o l i c i e s  o f  each o f  the c o u n t r ie s ,  but 
on the degree o f  c o o p e ra t io n  and co o r d in a t io n  among themselves in  the 
development o f  con ven tion a l  and n on -con ven tion a l  energy resou rces  
a v a i la b le  in  the re g io n .
Table 1
LATIN AMERICA: PRODUCTION, CONSUMPTION OF PETROLEUM ABED NATURAL GAS 
(thousand metric tons of petroleum equivalent)
Production/
Production, (a ) Consumption (b ) Consumption (a/b )-^
I97O 1973 1970 1973 1970 1973
.Oil Producing Countries
Argentina 20,519 21,232 20,136 214,506 101 87
•Bolivia 1,150 2,390 500 635 230 376
Brazil 8,199 9,021 23,1413 37,989 35 2k
Colombia 11,073 10,0143 14,997 7,3314 222 137
Chile 1,620 1,575 14,142)4 14,793 37 33
Ecuador 198 10,305 1,100 1,367 18 75I4
Mexico 25,l4ll4 22,793 21,703 30,760 117 7I4
Peru 3 ,8 kk 3,5614 14,5814 5,01*1 8I4 71
Trinidad and Tobago 7 ,3 0 k 8,275 1,700 2,362 I430 350
Venezuela 193,659 169,719 6,1407 12,680 302 13I4
Subtotal 272,980 258,917 88,9614 127,1467 307 203
Non-producing Countries
Barbados _ _ 131 111 _
Costa Rica - - 1419 760 - -
Dominican Republic - - 1480 1,5*47. - -
El Salvador - - 528 525 - -
Guatemala - - 156 115 - -
Haiti - - 120 138 - -
Honduras - - 376 552 - -
'•Jamaica - - 1,1410 1,9148 - -
Nicaragua - - I473 52I4 - -
_Panamá - - 5*4*4 1 105 - -
'Paraguay - - I92 193 - -
Uruguay
Subtotal




TOTAL 272,980 258,917 95,203 136,655 260 189
Source: 1970 - ECLA, Economic Survey of Latin America, 1973, Chapter I, Table 7
1973 - IDB, based on official data.

Table 2
LATIN AMERICA: NET EXPORTS AND IMPORTS OF PETROLEUM AND NATURAL GAS 







1972 I973 I972 1973
Petroleum producing 
countries
l/ Total imports of 1972
Source: 1972 - ECLA, Economic Survey of Latin America, 1973* Chapter I, Table 7
1973, IDB based on official data.
Argentina - - - - 59 I67 3,1 9,0
Bolivia 9o 69 19.I 28,3 - - - -
Brazil - - - - 513 930 10,7 13.5
Colombia 59 62 7.9 6,1 - - - -
Chile - - - - 68 70 7,2 7,9 1/
Ecuador 90 271 11.9 57.0 - - - -
Mexico - - - - 127 288 1+, 3 6,9
Peru - - - - 1+3 1+6 5,9 9.9
Trinidad and Tobago 63 159 11,3 26,8 - - - -
Venezuela 2,921+ 9,215 78.7 92,9 - - - -
Subtotal 3 >126 9,766 56,2 68.9 810 l, 501 7.1 10.1
Non-producing
countries
Barbados _ _ _ 3 9 2. 1 6. 7
Costa Rica - - - - 13 25 3-5 6 7
Dominican Republic - - - - 38 57 IO.3 11.7
El'-Salvador - - - - 12 17 9,3 9.5
Guatemala - - - - II+ 38 9.3 11.9
Haiti - - - - 3 5 9.6 7.0
Honduras - - - - 15 18 7.8 6,9
Jamaica - - - - !+3 6b 6,9 9.5
Nicaragua - - - - 11+ 17 6,9 5,2
Panama - - - - 36 73 8,2 19,9
Paraguay - - - - 6 7 7,2 8,5
Uruguay - - - - 35 b6 16.5 16.1
Subtotal _ _ 232 369 7-0 9-3
TOTAL 3,126 k, 7 66 56,2 68,9 1,01+2 1,872 5.9 7.8

a/ Table 3
LATIN AMERICA : IMPACT OF PETROLEUM AND DERIVATIVES IN THE BALANCE OF PAYMENTS, 1974
(In million of US$)
I. Net petroleum importing countries





Countries I972 1973 1974 1973 197Ï 1973 b/ 1973
(Estimate) ( i )
Argentina 59 167 370 108 203 1,318 15
Barbados 3 4 10 l 6 l8 c / 33
Bra il 513 930 2,675 417 1,745 6,417 27
‘Chile 68 70 362 2 292 306 C/ 95
Oôsta Rica 13 25 68 12 43 42 102
^Dominican Rep,■ 38 57 39 19 -18 88 VEl Salvador 12 17 46 5 29 62 47
Guatemala 14 38 102 24 64 212 30
Haiti 3 5 12 2 7 17 4l
Honduras 15 18 50 3 32 42 76
Jamaica 43 64 174 21 110 127 87
Mexico 127 288 120 I61 -168 1,356 êJNicaragua 14 17 46 3 29 117 25
Panama 36 73 94 37 21 942 22
Paraguay 6 7 20 1 13 31 42
Peru ^3 46 l4o 3 9^ 551 17
Uruguay 35 46 138 11 92 232 40
Subtotal 1,042 1,872 4 >466 830 2,696 11,878 23
II. Net petroleum exporting countries



















Countries 1972 1973 1974 1973 1974 1973 1973
(estimate)
.Bolivia 40 64 204 24 l4o 72 194
Colombia 59 62 99 3 37 534 69
Ecuador 4o 271 787 231 516 241 214
•[Trinidad & Tobago 63 154 482 91 328 48 683
Venezuela 2,924 M 15 10,760 1,291 6,5^5 2,420 270
Subtotal 3,126 ^  766 12,332 i,64o 7,566 3,315 228





a/ IDB member countries
b/ Source: International Monetary Fund, International Financial Statistics, August 1974 




LATIN AMERICA: CONSUMPTION OF COMMERCIAL ENERGY
(million metric tons of petroleum equivalent)
Petroleum and Derivatives 
participation in total 















Costa Rica 1*99 81*, 3
Dominican Republic 751 99»1
El Salvador 1*66 92,8
Guatemala 917 97,0
Haiti 9I+ 100.0






























Source: United Nations Energy Supplies series J (Preliminary data)





I96I 1962 1963 196U 1965 1966 ±2àZ 1968 1969 1970 1971 1972 1972 1912
Current Account -1,290.0 -1,308.0 -1+1+0.0 -777.0 -516.0 ■-1,201.0 -1,701.0 -2,273.7 -2,317.6 -2,907.2 -9,280.0 _9,999.0 -3, 700.7 -2,682,0

















































2 . Balance of services -2,097.0 -2,1+30.0-2,1+71.0 -2,923.0 -2,927.0 ■-3,118.0 -3.291.0 - 3,297.0 - 3,730,8 -3*937.1 9,285,9 - 9,960,7 - 9,866.2 -6,207,7
3. Transfers - 91+.0 -72.0 - 1+3.0 - 18.0 - 9.0 27.0 60.0 18.6 29.9 293,2 201.1 29o .3 228,1 357,3
Capital Account 1,151.0 1,1+27.0 38I+.0 1,651.0 666.0 1,756.0 1,560.0 1,917.5 3,297.3 2,551.9 3,972.2 3,537.5 2 ,750.5 2 ,037,1
1. Long Term Capital





























Errors and Omissions 139.0 -119.0 56.0 -879.0 -150.0 - 555.0 i 9i.o 356.2 979.7 355.3 307.8 911.6 950.3 699.8
a/  Exclude Barbados, Chile and Panama
b/  Included in exports and imports
Source : IMF., Balance of Payments Yearbook
Additional Information
930.1 1,265.1 3,955.6
3,815-5 3,3 9̂-6 5^ 92.8
çJ  Source : IMF., International Financial Statistics
Basic Balance (A + B .l) -259.0 -387.0 930.0 818.O 502.0 1+86.0  -7-0 81,5 1 ,302.5 - 289.0 -829.2
Wet change of international
reserves ç /  -1^0.0 -1+59,0 1+68.0 1^6.0 1+21.0 -67.0 2 72.0 b j l . b  - 555-9 -1,167.8 935-9
*
Table 6
LATIN AMERICA: SUMMARY COMMODITY TRADE STATISTICS, 1970-1972 









Account I97O 1971 I972 I97O 1971 1972
1
EXPORTS
Value Million US$ 1^,637 15, 277 17, 989 9.3 h.k 17,8
Quantum index 1963 - 100 139 139 158 3.7 0,0 13,7
Unit value
index 1963 - 100 115 120 12k 5-5 h.3 3,3
IMPORTS
Value Million US$ 13,828 15,^53 17,761 15,1 11,8 lh, 9
Quantum index 1963 - 100 15k 16  k 182 9,2 6,5 11,0
Unit value











Source: IDB, Economic and Social Report in Latin America, 1973
!
i
*
